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at the margin of the convenience and so on obtained by
holding resources liquid and the advantage of engaging them
in income-generating activities. If, therefore, the community
as a whole, including the government, becomes keener on any
sort of investment or consumption, the income velocity of
money and so, other things being equal, aggregate money
income will be higher than it would be otherwise. Large
government non-transfer expenditures in time of war, for
example, are likely for this reason to be associated with an
enlarged income velocity of money and, therefore, even though
the stock of money is not different from what it was in peace-
time, with larger money income. Even straight transfers of
purchasing power via the government from ordinary taxpayers
to pensioners or holders of government stock may affect the
income velocity of money, and so aggregate money income,
because the proportions in which different categories of persons
hold their money in active and in savings deposits may be
different. Thus, even when there are no complications con-
nected with the creation of credits by banks, there is no warrant
for holding that the operations of public finance are irrelevant
to the size of aggregate money income. On the contrary, they
are always likely to be relevant in some degree.
§ 8. For our present purpose, however, the significant thing
is not money income but real income — output as a whole
resulting from the activity of productive resources. It does
not follow that, because public finance is in all circumstances
liable to affect aggregate money income, it is also in all circum-
stances liable to affect this. Broadly, we may lay it down
that, when arrangements in public finance affect the scale of
aggregate money income, rates of money wages tend so to
adjust themselves that the employment percentage for factors
of production is not affected. But these adjustments are only
made slowly. It follows that, if any given set of public finance
arrangements is kept in being continuously, industrial activity
will be much the same as it would be with any other set of
arrangements. But, if the arrangements vary from time to
time, the level of industrial activity on occasions, and even
on the average, may be considerably affected. It should be
noted that a system of unemployment insurance, since more
money is paid out in benefits in bad times than in good,
embodies varying public finance arrangements even though

